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ABSTRACT

The FY 2003 Federal Budget contains provisions for over $52 billion in IT
investments. The Navy portion of those funds is over $5 billion. Rapid change and
increasing uncertainty in the technology field has resulted in a high degree of financia
risk associated with IT capital investment decisions. The Federal Chief Information
Officer (CIO) Council has endorsed IT Portfolio Management (ITPM) as an approach for
making IT investment decisions. This research draws upon ITPM implementation
strategies currently employed by the DON and provides recommendations for managing
the inherent risk in IT investments, specifically the application of the Real Options
Method (ROM). ITPM provides a thoughtful framework for managing the capital
investment process but still depends primarily on traditional methods such as EVA, IRR
and NPV for evauating IT investment alternatives. This study uses the Naval Supply
Systems Command (NAVSUP) Automatic Identification Technology (AIT) program to
illustrate how ROM can be utilized to supplement these traditional valuation methods and
ad in managing investment risks. IT capital investments are inherently linked to
organization strategy and the uncertainties that define the future.  This study
demonstrates how ROM can allow managers to capitalize on the uncertainties of 1T

investment decisions to implement organization strategy.
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l. INTRODUCTION

A. BACKGROUND

The FY 2003 Federal Budget contains provisions for over $52 hillion in IT
investments (Federal CIO Council 2002). The Navy portion of those funds is over $5
billion. One of the most difficult issues facing the DON is determining how these funds
should be used and evaluating the validity of current IT investments. Rapid change and
increasing uncertainty in the technology field have resulted in a high degree of financia
risk associated with IT capital investment. This incredibly rapid pace of change in the
world of IT creates amajor dilemma for those charged with determining how these funds
are invested. It is particularly difficult to determine what to invest in, how much to
invest, and how to evauate investments while attempting to manage associated financial
risks. Answering these questions become more important as the cost of IT investment

continues to rise and financial resources become more constrained.

Congress has addressed this challenge through the passage of the Clinger-Cohen
Act of 1996, which provides a framework for government IT acquisition. Likewise, the
Department of Defense (DOD) acquisition reform efforts have addressed the unique
challenges involving the selection and fielding of major IT system acquisitions. The
Federal Chief Information Officer (CIO) Council has endorsed IT Portfolio Management
(ITPM) as the approach for making IT investment decisions. ITPM is a system for
evaluating, selecting, prioritizing, budgeting and planning for investments to maximize
the benefits to an organization (Federal CIO Council 2002). The DOD and DON
Information Technology/Information Management (IT/IM) leadership have established
that ITPM principles will guide IT investment decisions. In turn, organizations, such as
the Naval Supply Systems Command (NAVSUP), have implemented an ITPM approach

to its budgeting and resource alocation processes for IT.

Many DON organizations are now actively employing ITPM for IT investment
decisions. Still, these organizationrs must address the issue of managing the financia
risks inherent to IT investment that may not be adequately addressed through commonly
used tools like discounted cash flow analysis (DCF), decision tree analysis and net
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present value (NPV). The Real Options Method (ROM) is a tool historically used in
financial markets for managing risk. In recent years, it has gained prominence as a
method of managing capital investment risk in areas such as pharmaceutica R&D,
petroleum exploration and energy trading (Boer 2002). Since ITPM is based on Modern
Portfolio Theory derived from the capital markets, ROM may have arole in managing IT
investment risk. Analysis of the benefits and limitations of utilizing ROM with ITPM is
an important step in gaining insight into how to make better 1T investment decisions and
effectively managing the risk involved in committing limited DON financia and human
resources.

B. PURPOSE

The purpose of this study is to describe a methodology for using ROM with ITPM
to manage financial risksinvolved in DON IT investment decisions. A secondary goal of
this study is to develop a model for utilizing ROM within the Portfolio Management
framework for managing risks associated with investment decisions including, but not
exclusive to, information technology investments.

C. ASSUMPTIONSAND LIMITATIONS

IT Portfolio Management has been adopted as the method required for IT
investment and management in the government sector as aresult of legislation such as the
Clinger-Cohen Act and the Government Performance and Results Act. The ROM-ITPM
methodology proposed in this study as well as the example presented in this study
assumes ITPM has been implemented. Specificaly, this study uses the ITPM
implementation as outlined in the NAVSUP Portfolio Management Concept of
Operations because it incorporates the best practices from ITPM implementations across
the government sector. Using this best of breed implementation of ITPM provides the
unique opportunity to demonstrate how the proposed ROM-ITPM methodology can
contribute valuable information not available through current ITPM investment analysis
tools.

This thesis does not attempt to assess the validity of ITPM or the quality of
NAVSUP s employment of ITPM. Instead, this thesis will address managing investment
risks within the DON’s ITPM framework using ROM. The example presented in this

2



study is provided only to illustrate the usefulness of the ROM-ITPM methodology as an
additiona tool for making IT investment decisons and managing the financial risks
associated with these investment decisions.

D. SCOPE OF STUDY

Specificaly, this thesis will define ROM and ITPM including a brief review of
where and how these tools have been used. The initial discussion of ITPM will be
followed by adiscussion of how ITPM is currently being employed by NAVSUP. ROM
will be discussed as a primary means for dealing with strategic investment financial risks
paying particular attention to how ROM differs from historical methods such as DCF,
decision tree analysis axd NPV. Findly, this thesis will draw upon how ROM is
currently being employed in other industries and utilize aNAVSUP IT capital investment
example to illustrate the potential benefits and limitations of applying ROM in the DON.

E RESEARCH METHODOL OGY

1. Literature Review

The methodology included a review of pertinent legidation such as the Clinger-
Cohen Act, Paperwork Reduction Act of 1995, Government Performance and Results Act
of 1993, and OMB Circular A-130. A review of literature related to government ITPM
implementations such as those done by the Departments of Veterans Affairs, Housing
and Urban Development (HUD), Transportation (DOT), Naval Supply Systems
Command (NAV SUP) and Defense Logistics Agency (DLA) was conducted to identify
best practices and select a best of breed ITPM implementation. Finally, the literature
review included scholarly articles and texts related to IT investment strategies,
application of Real Optionsin the private sector, and the software tools currently used for
these purposes.

2. Data Collection

Data collection included a review of documented procedures, interviews with key
personnel involved in ITPM, and data available from applicable business case analyses
for the project selected to illustrate the ROM-ITPM mnethodology. The financia data
utilized in this study was based on business case estimates as well as estimates from

knowledgeable project management personnel. The financial data used in this study are
3



for illustrative purposes only and are not intended to be utilized as an optimal solution to
a specific scenario.
F. BENEFITS OF STUDY

IT investments make up a significant portion of the Navy budget. Therefore,
making sound IT investment decisons and managing the risks involved in those
decisions is paramount. The importance of effectively managing IT investments has
attracted significant attention from both Congress and the White House over the past
several years. In response to their concerns, Congress passed the Clinger-Cohen Act of
1996 to “establish processes and have information in place to ensure that IT projects are
being implemented at acceptable cost, within reasonable and expected time-frames, and
are contributing to tangible, observable improvements in mission performance” (DON
2001a). The Federal CIO and DON CIO have responded by issuing a series of reports
designating ITPM as the mechanism that will be used to achieve the goas of Clinger-
Cohen. Although ITPM provides a cogent process for selecting, managing and
evauating IT investments, it is limited in its ability to manage the risks involved in the
selection and evaluation phases of the process. The success of ROM as a mechanism for
managing risk in the volatile pharmaceutical R&D and petroleum exploration industries
has created interest in the application of ROM to IT investment decisions. This study
will provide an anaysis of the usefulness of incorporating ROM into ITPM as a
mechanism for addressing the financial risks inherent in IT investment decisions. The
success of ROM in the arena of IT investments can provide far-reaching benefits to
managers attempting to balance the risks of IT investments with the competing demands
on scarce financial and human resources. This study seeks to address these concerns by
explicitly analyzing the usefulness of ROM in addressing IT investment risks within the
framework of ITPM.

The viability of ROM as a risk management tool in government may be far
reaching. In fact, in a recent article Commander Greg Glaros of the Office of Force
Transformation has offered ROM as a possible tool for evaluating new DOD programs.
However, the major issue that is faced when dealing with projects in government is
related to purpose, time and amount (PTA) restrictions. Projects are defined and funded

based on available funding. The established funding (amount) can only be used for the
4



intended purposes set forth in the appropriation (purpose) and is only available for the
duration of that appropriation (time). Although PTA restrictions present a challenge,
ROM provides a financial tool that can evauate multiple strategic pathways present in
the changing globa landscape. If ROM is demonstrated to be a viable method of
managing IT investment risks, this method can be applied to IT and other strategic
investments across DON and other government agencies in the foreseeable future.

G. ORGANIZATION OF PAPER

Chapter | begins by introducing the reader to the dilemma the Department of the
Navy currently faces with regard to managing financial risks associated with IT
investment decisions. This background information is followed by an explanation of the
significance of this study including future application to strategic investment decisions
throughout government.

Chapter 11 begins by defining ITPM and describing how it came to be the method
used by government for making IT investment decisions. This explanation is followed by
a brief coverage of how ITPM is currently being implemented within DON and the
challenges till facing DON managers with regard to managing | T investment risks.

Chapter 111 introduces ROM as a potential method of managing risks associated
with IT investments. This chapter defines ROM and describes how it works as well as
how it can be incorporated into ITPM to manage financia risks associated with IT
investments. Chapter |11 concludes by presenting a proposed model for using ROM

within the ITPM framework to manage risk.

Chapter 1V provides an example of how ROM can be employed in ITPM to
address risk. The chapter begins with an explanation of Naval Supply Systems
Command (NAVSUP) Automatic Identification Technology (AlIT), which will be used to
demonstrate the viability of ROM in managing risk. The chapter goes on to identify the
usefulness of ROM based on the AIT example.

Finally, Chapter V provides a summary of this study including a discussion of the
proposed ROM-ITPM methodology for addressing risk. The broader implications of this
study are discussed focusing on recent proposals by the DOD Office of Force



Transformation to apply ROM to PPBE. Chapter V concludes with recommendations for
future research based on the findings of this study.



[I.  MANAGING IT INVESTMENTSWITH ITPM

A. IMPETUSFOR IT PORTFOLIO MANAGEMENT (ITPM)

Programming and budgeting in DOD determines how scarce resources will be
allocated. Major increases or decreases, in the current system, are rarities with most
changes occurring incrementally. This incremental change is the result of the methodical
Planning, Programming, Budgeting and Execution System (PPBES) used to determine
which programs are funded within DOD and at what level. Unfortunately, the incredibly
rapid pace of change in the world of IT creates a dilemma for those who are charged with
determining how these funds are invested. Particularly difficult is determining what to
invest in, how much to invest, how to evauate investments, and how to increase return on
investments. Answering these questions becomes more important as the cost of IT

investments continues to rise and financia resources become more constrained.

Over the years, the Department of the Navy (DON) has learned just how elusive
the answer to the IT investment question can be. Recent investments in the Navy Marine
Corps Intranet (NMCI) and the funding of Enterprise Resource Planning (ERP) pilots
have raised significant questions surrounding how IT proposals are reviewed and selected
(Capaccio 2003). The business world is experiencing similar troubles in dealing with the
IT investment dilemma. The business world is littered with examples of major
corporations making significant 1T investments that proved nearly fatal because of poor
selection or flawed execution/implementation of IT solutions. For example, Hershey’'s
flawed implementation of a $115M Enterprise Resource Planning (ERP) system resulted
in an 18.6% decrease in earnings during its busiest quarter of the year (Osterland 2001).
In spite of estimates that returns from some new technology would be substantial, in
some cases, these pay-offs have been few and far between. In fact, some of these
corporations have reverted to previous systems and cut their losses as their hopes for
gaining a competitive advantage using costly IT systems have been dashed due to flawed
implementation and poor selections of IT solutions. Not al corporations were so

unfortunate. Companies like Wal-Mart and Dell have effectively used IT solutions to



improve supply chain management and gain a significant competitive advantage while
meeting the needs of their customers (Afuah and Tucci 2001).

The problems DON faces with regard to selecting, managing and evaluating IT
solutions are common to all government agencies. The potential for waste caused by
these shortcomings has attracted the attention of Congress. Aware of the significant
benefits to be derived from effective selection and implementation of IT solutions,
Congress passed legidation to promote the use of IT to reduce the cost of government
operations, e.g., the Paperwork Reduction Act of 1995. This legidation required that all
government agencies define program information needs, develop an information
resources management (IRM) plan, and integrate the IRM within the organization. This
plan was to be “integrated with organizational planning, budget, financial management,
human resources management and program decisions’ (DON 2001a). The Clinger-
Cohen Act of 1996 further shifted the momentum in government towards identifying a
systematic mechanism for selection, management and evaluating I T solutions.

B. IT PORTFOLIO MANAGEM ENT

The government, and DON specificaly, has looked to the commercial sector to
identify a model for making IT investment decisions, implementing IT solutions and
evaluating the return on investment. The Federal Chief Information Officer (ClO) has
since identified ITPM as the mechanism by which IT investments are selected, managed
and evaluated. The Federal CIO has defined ITPM as a system for evaluating, selecting,
prioritizing, budgeting and planning for investments that provide the greatest
value/contribution to an organization (Federal CIO Council 2002). Over the past several
years, the DON CIO Council has defined ITPM within DON using three major reports:
(1) DON IT Investment Portfolio Model, (2) DON IT Capital Investment Guide, and (3)
DON IT Portfolio Management Benchmark Report. Although these studies differ in their
scope and focus, they each provide valuable insight into ITPM.

1. DON IT Investment Portfolio M odel

The firs major document produced by DON was the DON IT Investment
Portfolio Model drafted by the Investment Practices Integrated Process Team back in
1999. This document is relatively narrow in scope but provides a three-phase framework

for IT investment: Selection, Management, and Evaluation. Figure 1 provides a
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graphical representation of this three-phase process (DON 1999). During the Selection
Phase, criteria are established, and then projects are screened, documented, reviewed,
prioritized and selected. Once the project is selected, the Management Phase begins.
During this phase, managers must utilize objective criteria for evaluating projects based
on careful monitoring. Managers are then involved in identifying problems and
implementing corrective actions that improve the project. Finaly, in the evaluation
phase, the project is reviewed to assess whether the actual performance matches the
expected performance and if intended objectives are met. Decisions must be made at this
point regarding required improvements/modifications or whether a new project is needed
to meet the objectives.

Capital Planning Phases:

Select, Manage, Evaluate

This model focuses primarily on the “Select” phase of Capital
Planning. The portfolio investment model also addresses the
“Management” and “Evaluate” phases.

=

Select Manage
IT Investment > Decisions to continue,
Funding Decisions Information Flow ' _ modify, or terminate/r

~
/ \\ Evaluate ' /

Feedback based on rocess
post-deployment reviews, % Dynamic
lessons learned

\,

Figure 1

Figurel.  Capital Planning Phases from (DON 1999).

Although each of the three phases discussed in this document are important, the
Selection Phase is the most difficult and the most critical. During this phase, managers
make important tradeoffs regarding risks and returns that affect the rest of the process.
These risks can be as basic as assessing the affordability and reliability of a system or
may be extremely elusive as in the case of identifying the degree of information
assurance and system security required. Although light discussion is given to these

topics, DON IT Investment Portfolio Model does not go into significant detail regarding



how this should be done. Nonetheless, this type of analysis is provided in detail in the
second major report, the DON IT Capital Investment Guide.

2. DON IT Capital Investment Guide

Introduced by the DON CIO in April 2001, the DON IT Capital Investment Guide
begins with a reiteration of the basic three-phase portfolio model discussed above. The
document goes on to describe the legidation and policy that has served as a maor
impetus for instituting ITPM. The most significant of these is the Clinger-Cohen Act of
1996. Clinger-Cohen's god is to establish processes for ensuring IT projects that are
implemented meet cost objectives and demonstrate tangible benefits. Figure 2 details
some of the specific requirements laid out in Clinger-Cohen (DON 2001a). Other
legislation and policy such as the Paperwork Reduction Act of 1995, Government
Performance and Results Act of 1993 and OMB Circular A-130 similarly stress the need
for process improvements in government centered on technology and managing
investments. Executive Order 13011, issued by the Clinton Administration, reinforced

these requirements.

The most useful feature of the DON IT Capital Investment Guide is the degree of
detail it offers in connecting relationships among the IT Capital Planning Process,
Acquisition Program Process and the Planning Programming and Budgeting System
(PPBS). This feature of the document provides a more complete picture of the
implications of an effective IT Capital Planning Process such as ITPM.

v Selection, management and evaluation of I T investments,
v Integrated with the processes for making budget, financial and program management decisions;
v Bases IT investment-funding decisions on minimum criteria, which facilitate the comparison and prioritization of

competing IT investment alternatives;
v Provides for the identification of investments with potential benefits to other governmental agencies,

v Provides for the identification of measurements which quantify the risks and benefits of the investment to the
mission or business area; and

v Providesthe meansfor Agency management personnel to obtain timely information regarding the progress of the IT
investment including the status of meeting specified milestonesin termsof cost, schedule, quality, etc.

Figure2.  Provisions of Clinger-Cohen Act of 1996 from (DON 2001a).

Established by former Secretary of Defense Robert McNamara in 1962, PPBS

assists the Secretary of Defense in resource allocation decisions among numerous
10



competing programs. The PPBS systematically trandates strategies into well-formulated
requirements and programs that are incorporated into the President’s budget submission.
PPBS has recently been renamed the Planning, Programming, Budgeting and Execution
System (PPBEY) to reflect a growing sentiment that more emphasis needs to be placed on
execution of the budget (Wolfowitz 2003). 1TPM links to the planning and budgeting
phases of PPBES by providing a mechanism for selecting programs that fit established
plans and evaluating existing programs aready included in the budget.

The Acquisition Program Process is described by outlining the different
Acquisition Categories (ACAT) into which IT programs may be placed based on total life
cycle cost and complexity. The DON acquisition process for IT investments is governed
by: (1) DOD Directive 5000.1, “The Defense Acquisition System” of May 03; (2) DOD
Instruction 5000.2, “Operation of the Defense Acquisition System” of May 03; and (3)
SECNAVINST 5000.2B of Dec 96 (DON 2001). The Acquisition Program Process
provides guidance for establishing milestones, decision-making levels, and appropriate
documentation of milestones. Based on size, complexity and risk, this process designates
programs as falling into one of four categories: ACAT 1A, ACAT II, ACAT I, and
ACAT IV. Each ACAT provides for a different level of management attention designed
to facilitate successful program management. This process is closaly linked to the ITPM
selection and management phases. Figures 3 and 4 describe these processes and the
relationships that exist among them (DON 20014).1

1 The processes referenced in this instruction have recently been revised (e.g. PPBE). However, the
basic relationship existing between these processes and the I T Portfolio Management processis the same.
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Acquisition Program Process
Milestone C

Misson Element
Nezd (MENS

Sygemsintegration i Full-Rate
determination i

Produdtion and
Dano Deployme

IT Capital Planning Process

S |~
N
N\

/
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Also discussed are important concepts such as evaluating the acceptability of
commercia off-the-shelf (COTS) solutions. The roles of Program Managers (PMs) and
Milestone Decision Authorities (MDAS) are discussed in terms of responsibilities to
monitor programs and determine whether major milestones have been achieved in the
execution of a program. This document also provides a cogent explanation of the
relationship between PPBES and IT Capital Planning that is aso extremely useful in

developing a better understanding of the process.

Finally, the DON IT Capital Investment Guide provides significant discussion of

methods of measuring and evaluating performance of projects. These performance
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measures occur at the Enterprise, Functional and Infrastructure Levels. In this scenario,
Enterprise Level involves evaluation of projects based on outcomes and conformance to
IT strategic plangd/initiatives. The Functional Level includes evaluations based on
measuring how useful outcomes are at the functional or business level. Cost and
efficiency are common evaluative criteria at the Functional Level. Infrastructure Level,
in contrast, is based on evaluation of programs based on shared utility such as Local Area
Networks (LANs) or Wide Area Networks (WANS). Measures in this case tend to focus
on technical outputs like interconnectivity, bandwidth and infrastructure support that
serve as a pseudonym for customer satisfaction.

3. DON IT Portfolio Management Benchmark Report

The fina major document is the DON IT Portfolio Management Benchmark
Report, which was introduced in July 2001. This moves from the realm of theory to
review the practical application of ITPM in selected organizations to provide lessons and
examples to facilitate DON implementation of ITPM. The report reviews the ITPM
efforts of U.S. Departments of Housing and Urban Development (HUD), Veteran's
Affairs (VA), Agriculture (USDA), and General Services Administration (GSA). ITPM
implementations in each of these organizations are reviewed in terms of the three major
phases: Selection, Management and Evaluation. In addition, ongoing efforts at major
DON organizations like NAVAIR and NAV SEA are reviewed along with lessons learned
from their implementations. These reviews of ITPM, both internal and external to DON,
provide valuable insight and lessons from which other organizations can base their

implementations.

The document aso provides a vauable discussion of ITPM Tools that are
currently being used in the government and commercial sector. These tools include
Information Technology Portfolio Management System (I-TIPS®), Expert Choice®,
NITE/STAR®, ProSight®, and Crystal Reports® to name a few, along with points of
contact for these tools.  These tools are decison support tools that alow
managers/decison makers to systematically compare aternatives and make decisions
based on those comparisons. Systems like I-TIPS® and Expert Choice® are commercial
systems that provide flexibility in facilitaing group collaboration/decisions.
Organizations like the Department of Housing and Urban Development (HUD) and the
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Department of Veterans Affairs (VA) use these systems. DON has instead selected the
NITE/STARS system as the system of choice. This Navy system provides some
flexibility but was selected because it “provides al levels of DON, with an efficient
means of capturing, consolidating, maintaining, reporting and distributing Information
Technology (IT) and National Security Systems (NSS) budget and Program Objectives
Memoranda (POM) Tab G [information technology] resources information” (DON
2001b). The DON IT Portfolio Management Benchmark Report provides a practical
guide that serves as a blueprint for implementing ITPM in DON. Each of the three major
DON documents discussed above provides valuable information for implementing ITPM.
Projects like Enterprise Resource Planning (ERP) and Navy and Marine Corps Intranet
(NMCI) are providing opportunities for DON to demonstrate how well it is incorporating
the lessons and processes of ITPM.

C. ITINVESTMENT SELECTION AND EVALUATION PROCESSES

Selection and evaluation of IT investments has become increasingly important in
government as organizations embark on an ambitious path to transformation or reinvent
government. The availability of powerful enabling technologies has presented
tremendous opportunities among which managers must choose due to limitations in the
availability of financial and personnel resources. Recognition of this important fact has
led to the incorporation of ITPM to aid in the selection and evaluation processes.

1 DON Framework

Selection and evaluation processes involve the careful weighing of the benefits,
costs, relevance to mission, and risks of potentia investments for the purpose of making
funding decisions. New proposals are presented in the form of a business case that
identifies the organization need that will be met by the investment and provides a method
for comparing competing investments. Comparisons are then made based on established
common criteria allowing funding sponsors to make decisions based on the relative merit
and affordability of the projects. This DON framework relies heavily on standard
methods such as net present value (NPV) and return on investment (ROI). Typicaly,
these measures are used as thresholds that provide a control limit for determining which
projects will be considered. For instance, the DON IT Capital Planning Guide
establishes that projects must have an ROI greater than one (1.0) to be considered. This
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guide goes on to point out that “...it is expected that all IT investments will produce
either savings/cost avoidances or performance improvements and that, as a minimum,
one of the two is required for funding approval” (DON 2001a). This concept is
reinforced by legislation such as Clinger-Cohen Act of 1996, Executive Order 13011 and
OMB Circular A-11. Consequently, the burden of demonstrating that current and
proposed IT investments meet established ROI criteria significantly affects how
managers view potential investments.

2. Current NAVSUP Process

The Naval Supply Systems Command (NAVSUP) is responsible for delivering
information, material, services and quality of life products to U.S. Naval Forces across
the globe. NAVSUP is organized into ten geographically dispersed field activities
assigned to seven Assistant Chiefs of Staff (ACOS). This arrangement is designed to
align the NAV SUP organization to its diverse customer base: Operating Forces (OFS),
Operationa Commanders (OCS), Navy Family Support (NFS), Regional Commander
Support (RCS), International Logistics (ILS), Acquisition (AS) and Industrial Support
(19).

The NAV SUP processis of particular interest because their specific application of
ITPM will be the backdrop to the illustration of ROM implementation presented in this
study. A review of their curent process establishes a context for the proposed ROM-
ITPM methodology introduced in the pages that follow. For the purposes of this study, it
is assumed that the NAV SUP implementation of ITPM is consistent with the procedures
contained in their Portfolio Management Concept of Operations. The NAVSUP
implementation of ITPM fits well within the guidelines prescribed by the Federal Chief
Information Officer (CIO) and DON. NAVSUP has further defined Portfolio
Management as “a disciplined, structured, and repeatable approach to assist decision
makers in aligning their information technology investments with the organization’s
business needs to achieve measurable improvements in the overall mission outcome’
(NAVSUP 2003a). After reviewing the ITPM implementations by agencies like the
HUD, VA, USDA and GSA, NAVSUP was selected as the backdrop in this study
because it represents a balanced approach to ITPM that reflects many of the best practices
of the aforementioned agencies. In fact, the NAVSUP CONOPS has been written to
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incorporate these best practices (Lattig and Spiegel 2003). Yet, as we shall see later,
using the ROM-1TPM methodology can provide additional insights even for this best of
breed implementation.

Portfolio Management at NAVSUP is one sbset of an overall IT management
life cycle. Figure 5 illustrates how the IT Investment Plan, IT Architecture, IT
Enterprise Plan and ITPM are woven to ensure alignment with the organization’s
business strategy (NAVSUP 2003a). NAV SUP's Portfolio Management process moves
authority to make investment decisions from the headquarters comptroller to the Chief
Information Officer (CIO) and cognizant Assistant Chiefs of Staff (ACOS) responsible
for the process supported by the IT investment. The CIO isresponsible for “IT visioning,
planning, policy development, resource allocation, and Transformation savings
attainment” (NAVSUP N